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ENCLOSURE

STATE-WAR.-NAVY COORDINATING COMMITTEE

SPECIAL AD HOC COMMITTEE

SECOND PHASE SWNCC STUDY ON INDONESIA
Reference: SWN 5275

T. ANALYSIS OF THE SITUATICK IN INDOWESIA o
A. Basgic ¥orces .
The princ¢ipal basic forces opefating in Indonesia are:
1. Militont naticnalism, especlally in Java and
Sumatfa, led largely by socialists, The socia}ist—hational—_
ist movemént has the support of & eprinkling of Communists-
and-other leftist groups, but their activities, at least
for the moment, seem to be submerged.
2, Efforts of‘the'Neﬁherlands authorities tc salvage as |
fwuch a8 possible of the control formerly exercised in the
Indies unéer their interpretation of the Linggadjati
aggeement glgned on ¥arch 25, 1947, ﬁhich accorded the
. Indonesian Republic de facto status and envisaged the
emergence of a sovereign USI and é Netherlands-Indcnesian
Unicn on about January 1, 1949, -
3. Antagonisms engendered by the conflict betﬁeen
the two foregning forces. These antagonismsfprevent the
early conciusiOﬂ of neceseary economic and pelitical
agteéments, which Jn turn prevents the development of the
naéural resources of the ‘Indies for the benefit both of
Indonesia and the werld,
Inéonesia is at present dividgd into two spheres: (a) Java,
. Madura, éhd‘Sumatra, over which (with the excertion or key ports '
and tewns now occupied by Dutch military forces) the de facto
authority of the Republic of.Indrnesia has been recognized by
the Netherlands; and (b) all other islands of the Indies, known

28 the "Malinc areas," which are controlled by the Netherlands

Indies authorities.

v
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On March 25, 1947, the Netherlands and the Repbglic signed
the Linggadjati agreement, whicgh providéd for cooperation of the
twd parties in the creatlon of a sovereign and democratic
United States Of Indonesia composed of af least three federated
states, including the Republic, and the preaticn of a Netherlands-
Indonesian Union under Yolland's sovereign, Despite the agreement,
variously interpreted in Holland and in Indonesia} the obposing
aims of the Netherlands and of the Republic have nct yet been
reccnciled, |

As of May 1947 Dutch-Indonesian negotiations had reéched a
deadlock.- The major obstacled to an understanding appear to vet
(a) disagreement on the Republic's degree of jurisdicticn over 1ts
cwn economic affairs; (b) the continuing influx of Dutéh ground
trcops, which now number about 110,000; and (c) Republican
insistence on making eccnemic discuss%ons centingent cn reduction
and/or withdrawal of Dutch troops and the 1ifting cf the naval
blookade. -

| In Holland, as well as in the Indies, there is increasirg
Dressure from certain Dutc circles %o force a scluticn ‘in the
Indles by military means. ' A military victory wculé nat,.however;
insure beace and order, since a period of guerrilla warfare,
coupled with sabotage and labor strikes, would undcubtedly follow;.

Ihdonesia is in'need of rehabilitation. ' Dufch authorities
estimate loss and damage resulting from the war at gpproximately
Us $855,000,000, based upon 1942 price levels., More than half
of this figure represents damage to the mining industry and
estate agriculture. Damage tec land and water transpertation
systems is estimated at about $185,000,000. The remainder of the
estimated war losses, approxinately £95, 000,000, is evenly 4
divided between industry and native agriculture, These figures
have not been confirmed by neutral sources. There has been 1ittle
er no reinvestment of private cabital, except in the Dutch-held
tin and petroleum industries, because of the lack of established
political Jurisdicti‘ns and policies. Trade from Java and Sumatra,

centers of phe export industry, is virtually at a standstill
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because of the Netherlands Indies Government'!s trade regulations

of Jenuary 28, 1947, which are enforced through a blockade of

thesg ielands by the Netherlands Navy.

B. Objectivee and Methods of Other Great Powers
Great Britain's intereét in Indo;ésia centers in
resteration of its trade, safeguarding its investments, and
securing Indenesian gend will, which is imsertant tc its wider
respensibilities in Scuthesst Asia. Grest Britain puréues a’
.policy friendly to both parties and has effectively acted as
~mediator in the Dutch-Indoneéian cenflict. ‘
'- ‘ China maintains a neutral attitude toward the political
cenflict but is concerned with scme 1,200,000 overseas Chlnese in
Indrnesia, who make substantial remiitances to the hemeland, and
is interested in trade with this trepical area.

The USSR has the same interest in Indonesia thst it h e in all
cther cclnnial arees where the prlicies of metrezclitan powers may

rustrate natirnalist movements and create amsng the natives an
atmesphere receptive te Communistic nnliticeal ﬁenetratipn. The
Boviet Union uses developments in Indrnesia for press and radio
campalgns, stressing Dutch and Anglo—-Americen imperialism. It

- does not appear te conduct Communled actlvities in Indrn881a

directly. The Indcnesiqn Commundet Party, altheugh active and
represented by 35 cut of 432 seats in the Republic'e berlsicnal
parliament, has littie change of galning predominance, especially
if Dutch-Indonesian cocperaticn develcps successfully.

Australi and India, beth potential suppliers of manufactursd
goods, are 1nterested in developing trade and cultural relations
with Indnnesia. Awstralia, mindful of 1ts own Recufity for which
it believes & friendly Indcneslan rovulation is essentlal has shown
a sctmewhat' stronger sympathy for the Indpnesian‘naticnalist cause
than for DutcH effeorts to reinstitute Netherlands authcrity, Indis
has given %the Indcnes;an Republic every presible maral support and

has engaged in barter trade vith the Republic,

-3 - ' Enclesure
b

* Declassified and Approved For Release 2013/07/31 : CIA-RDP78-01617A003000040001-3




Declassified and Approved For Release 2013/07/31 : CIA-RDP78-01617A003000040001-3

TOP SECRET

The Arab League, interested in drawing into its orbllt
Indonesials 60 milllon Moslems, has cdome out in faver of granting
the Republic full reccgnition. 8o far, however, discussions that
have been conducted with individual countries, especially Egypt,
have not resulted in the establishment of official dinlcmatic

relations,

«Ll. ANALYSIS OUF ASSISTANCE AILREADY RECEIVED

"A. Ana1vs;s of Pniitical and Economic Premises cn Which
Zcenomic Ald was Based \

Aid extended by the US was based on the recognition of
Ne%herlgnds scvereignty over ali Indonesia and US desire to speed
the reconstruction of the Indies,

The US has not been willing, however, to &id the ﬁetherlands
by'supplying eauipment and weaponé for military purocses in
Indenesia, US gggj factum épproval cf the transfer by the British
of lénd-lease lsthal war material to the Dutch armed feorces in the
Indies was given as an excention rather than a reveréal of our
pelicy., It wae glven under conditicns thet ﬁade recgpture cof
these weapons practically imppssible. One Dutech Merine brigade wae
trained and equipped %n the US during the war. This brigade ;aé
subsequently sent.by tﬁe Netherlands Governnent to the Indies.

Ald almed at assisting Indrnesia's rehaﬁ&litaﬁion and re-
sumption of trade involved US disposal of wér eurplus supplied to
the HEI Government and the granting of credits to stimulste the

pr?duotiop and flow of copra from the Indles.

B, Summarv of Aseistance Given
The financial ond other sid already made available to hhe
Netherlands for the Indies since VJ-day is sumnarized below:

1. Ald by the US

8. Surplus property credit of

$100 millicn, of which 468,555,314

had been used by May 30, 1947 - 868,535,314
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. ‘b, US Cemmodity Credit Corporaticn brék
credit "nnt te exceed $15 million outstending
at any rne time:" §2,400,000 had been extended
A8 OF MBY 1947 14 tnntvnn e, 2,400,000
85,000,000 of this USCCC credit is expected tc
be utilized in June for the purchese of

Japanese textiles,”

&. US Civilian Supply Deliveries: (Plan "A%), valued

at appreximately $6,500,000 ............... 6,500,000

4+ Lend-lezse ' : ~

is Direct tr NEI -~ value ¢f ‘
nen-lethel gnods 1,:41,000,000 .

2) Through UK trensfers:

a) Agreed value of non-
{ lethal grods ..... 1,200,000

b) "reir value" of lethal .
eguipment ..... . 1,500,000 3,700,000

TOTAL - > 830,935,314
2. Procurement assistance through prioritieé
for $20 million wérth of tin equipment, péid for
in full by the Billiton Cempany, which is partly

NEI'Governmentmownéd,, ' -

2. Aid by Other Ccuntries. Financial aid %t the
Netheylands for the Indies advanced by cther ccuntries ﬁay
be summarized as fcllows: \

&a. B8weden -- commercial credit tc\be

repeld on December 31, 1948 . . ..... . . . 4,200,000

b. Australia -- for the purchase of
surplus property ... .., . 4 .- v aie e 24,000,000
8. Genada ~- loan of . . ... , , . . 15,000,000-
| TUTAL  $43,200,000

&. Greet Britain supplied the Netherlands
with Rilitary ecquipment and trained Dutch trocps,
The value cof this military assistance in US

) dollars cannot as yet be ascertained.
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. Eccnrmic Asaistance Pending or (Grnterpnlated

IA 1945 the Export~import Banik authcrized a 1can to
the_indies or $100,000 000.. Tris loan has nct-been Tinalized,
however, ‘because of uncertain political ccrditions and weuld have
te e renegctiated. '

. On June £8, 194%, the US Government cffered tc discuss
,finanoial ald for rehabilitation pﬁrposeé in the Indies, if such
diséuésions wére %nught by a federal govgrnment representing

both Indonesians and Dutch. . - -

D. 'AncJVSls of Centripution of This Aid to the Grunu v's
Becovery | | :

Ecrnomic aﬁd already granted to the Netheriands
authorities for the Netherlends Indies appears to have helped
sl}ghtly in the ecrnrmic récovery-of t hé Dutchwéantrolled regions
of the NEI. It hés not resched the Republican sreas of Java,
Medure, and Sumstra, which ccnteins sbeut 60 ot of the 72 millicn
inhabitants Sf the Indles &snd before the -war sccounted for
three-feurths of the Indies! foreign trade. o

A cenelderable wortion of US su“plus property scld to ﬁhe
. NEI governnent consiqued of wartime installations and army
' sumnliea in New Guihea and other arees. This »roperty has con-—
! tributed 1little tn the ecencmic rehabilitation of the Indies.
Other-Uﬁ aid, however, hae been efféctive to some extent in

il
speeding exports of copra and tin from Dutch-centrolled areas,

E. Pelitical Fffects of Aid
| The econemic ald that has been glven by the US and other
" countries for the Netherlands Iﬂdle and the manner in wnicn it
hag been utilized by the NEI authnrities'have direotly oriindirectly
served to strengthen the bargaining positicn of the Ietherlands’
vis-a~vis the Republic and te increase Netherlands military re-
‘sources in Indrnesia. This atd has created the impression among
the Indcnesians that the Western powers are baciing the ﬁufch.
, '+ However, diplomatic pressure unen fhg Wetherlands by Great Britain

and the US has been a restraining influence and has mcderated Dutch

policles in Indonesia.
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III.. US UBJECTIVES IN INDUNESIA

Indcnesia is rne ~f the wost important regicons of Scutheast
Asia because of 1ts lerge population, wealth, and strategic
location. Indcnesis is alsao in the forefront of the cogtwar
naticnalist struggle of Sou%heast Asiatic peoples that calls for
a readjustment ¢f ¢ld colenial relaticnships. The cutccme of
this struggle and the conditicns surrtunding it will heve g
profound effeét on the future attitudes of Southeast Asials
pecples toward the Wéstern deomocracies on the one hand and toward
the USSR on ‘the other. t \

Us objectiveé in. Indenesla must tske into account cver-gll
US cbjectives in Asiz and Eurcpe and also the intérrelatiﬂnship
of Scutheast Asia's dependent ccuntries with Western Zuropean
dehocracies,

The primé general objective of the US is a ncn-totalitarian
Indanesia'friendly to the West.

Specifilcelly, the US wishes %0:

' ‘ 1. Premote a2 pesceful and equitsble implementaticn of
the Linggadjati agreement-leading to a voluntery asééciéfion,
betweenlthe Netherlands and Indcnesia. -

2.. Fecilitate the reconstructicn of the Indies and the
resumntich 6f nen-&iseriminatory foreign trade and investment
8. Prevent the spread of Communism, Fascism, or other
totslitarian regimes in the area by the political and
“economlic measures suggested above and fy fostering friendly

relaticne with the US by cultural means.

IV. CONSIDERATICN OF MEANS OF REAGHING OBJECTIVES

A. Economic Means’

Outside eccnamic cid alone will neot achieve pellitical
stability. The chief determinamt of pelitical stanility is the
echievement of Dutch-Indrnesian wolitcal accord. waever,
economic asslstance, if designed to premote Duteh-Indcnesian

cocperaticon, could sveed recrnstructicn and econrmicldevelopment

-7 ~ ' : Enclcsure
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v
and thus reinfrrce stability and ferestall the emergence of any

ferm of extremiem,

B. Erlitcal Means . !

In the present circumstances, pclitical pressure'is
likely tr be mnre efféctive than eern~mic meaéures. The US_
could cﬂhtinue tn exercise pressuré uprn both the Netherlends
and Hepubllcan authorities, suoplementing diplcmatic steps with .

econeinle measures,

C. United Nsticns Assistance
The ways in which the ﬂhited Natirns and its specialized
‘agencies may be brought inte relaticnship with United States aid
programs are set forth in the Addendum to SWNGC 3680, dated
Aprii 24, 1947. The prsitien of the Department in this regafd
should be crnsidered in the light of the program as o whole

rather than in the reports on individual countries. '

D. - Informaticn and Qultrual Means . . o
American pclicies should be sunperted by a vigorous
nublic relatirns program. The dieseminction of iﬂffrmatirn,
cOmbinedlwith an éxohange of personsg, will familiarize Indﬂneéians
and Duteh with American pclicy, demccratic processes, technou
Iegical methods, and gclentific and cuiturél develomments, thus
preparing the way for cooperation with the US aﬁd contributing

to the rehabilitatinn and develcpment of Indonesia.

E., Militery Means

Ne mllitery assistance to eltner side is contemplated,

y V. MAGNITUDE, NALURE, AND TIUING OF THE MEASURES REQUIRED WITHIN
THE NEXT T"nu“ TO_FIVE YRARS TO REACH THEESE OBJECTLIVES

A. Ecrnomic Megasures

Ir putch-Indrnesian GOOperatihn is asgssured, the Indies
might in the ccourse of the next three yeare be able tc meet
withcut foreign grvernment lrans itd cwn minimum impert requlle-
ments fn (a) alleviate the most acute crnsumers' geods shcftages,

[y
1

" : /
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i}
(b) prdvicde incentive tr oreoductirn end trade, and (c¢) restore

essential governmental services and public utilities %c the
min;mum extent necessary for a gradual redovgry of prpductién.

However, the nraocess of rehabilitatirn would be substantially
speeded ond political stebility reinforced by financicsl aid-
geared tc political develcpments, It is estimated that for this
purpose credits of the general magnitude of 150 tc 200 millicn
drllars would be required, hainly Sr effect the speedier re-.
construction of trensnortation, utilities, and processing
industries essential far the revival of trade, which in turn .
will centribute to stability. ,

The timing of éxtepsion of ¢redits must be peared to
strengthen Dutéh—{ndonesian cooperaticrn progressively and will
depend on future developments 1ﬁ Netherlands~Repubiican relaticns,

t

B. Politcal Messures

Sheuld the Dutch-Indcnerian deadlocl: anatvinue =nd the
tenslons grow, the US may be cclled upen to offcr Lis grod
offices, to mediate, or to arbitrate.

C. United Nsticns Measures

o~

At an anpropriate time, the United fiates eiculd favor
the admiesicn of the US of Indconesle to mendershis in the
United Neticns. UMembership in the United Naticns ond in its
related agencies cffers a number of adventages theot will help
in mazintaining the ecrnomic and pelitical stability cf Indenesia.
The most important of these advrntages are:

1; Members ©f the United Nritions hove easier access bo
the organé of tne Uﬁited Netions and tc its related agencies
end broader rights of participaticn in the preceedings of
such orgens and arencies than states that are nct members
of the United Naticne,

2; Since Indanesia‘é econemy is in large measure
dependent rn internatisnal trade, it 1s desirable that the
Tullest advantage be taken of thcse facilities of the
United Natirne and its related agencies that are ccncerned
with eccnomic croperaticon.

-9 - Enclcsure
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o. After admiession %n membership, Indrnecia may be
expected to render general support to United States
policies in the United Nations.

‘D, Cultural Measures

The present US program, which provides for cne library
at Batavia and one at Scerabaje, should be extended as-soon‘as
conditionsepernit to include at least cne US library at the )
capltal of the Republic, cne in Sumatra, one.in Eost Indrnesila,
and oné in Bernec. In additien to supnlying reading materials
for the »ublic, the libraries should provide 5 general infermation
service regarding the US. Motion picturesland fiimétrips
should be shown to gelected groups, especially to educaticnal
and professional organizetions, The local press should de
serviced with informat%on regarding the policles and activities
cf the US Government, including texts of importent speeches,

documents, end other pertinent informaticn, This information

‘ sheuld alse be distributed  to government officials ahd Xey

intellectuals throughout Indenesia.  The absence ¢f any American—
centrelled news qefvice in Indenesia at present mokes this service
all the more necessary. ’

The exchange of US ang Indenesian specialists, téchnicians;
end scholars should be intensified with a viéw o assisting
rehabilitat}on 28 well se to furthering undérstanding between' the
two ccuntries,

The fulbrlght program, if consummated, wili provide funds
for educational activities in TIndcnesla that can be flnanced by
lecal cufrency. The program preovides fcr research, ﬁfudy and

teaching in-Indenesia by American scholars ang specialists,

VI. 'PROBABLE AVAILABILITY OF ECONOMIC AID FRUM EXISTING SGURCES
UNDER PRESENT POLICIES

"A. UB scurces
The Exocrt-Import Bank hes earmarked -$100 millicn fop
use in the rehabilitaticn of the Indies. However, this credit

was never crnsummated and the extensicn of the credit must await

renegetiation, Such renegotiation will, of erurse, toke inte
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crngideration the politicél situatinn‘and evidence ‘\¢f financial
respcnsibility on the part of the debter. "It is nect anticipated
that US Gevernment srurces will grant any ﬁdditicnal credits
within the néxt three years; -

B. QOther Cruntries

Canada, at the time it extended a §15 millicn oredit
in 1945, indicated that it would be willing tc censider a request
for an afditicnal $50 million on the same terms. However, there
have been no recent indicaticns ¢f any further acticn on the
matter, '

C. Internaticnal Sources

The World Bank might be in a pcsiticn $c exsend a loan
of $100 riillicn during 1948 or 1948 if the Netherlands is willing

]

to guarantee the credit,

VII. ADDITIONAL MEASURES REQUIRED FRU. THE UNITED STATES

A. Expvansicn of US Renresentotion in Indcnesia

In conjﬁnctinn with pelitical and econcmic measgures,
the US nee@s to strengthen 1ts diplomabic representation in
Indonesia by apacinting a sufficient number of cofficers to
observe political, eccncmic, and sccial developments in the
various areas and to repcrt on the utilization of such aid as
may be given,

VIII. NATURE OF ARRANGEMENTS TO'INSURE ACCOMPLISHMENTS OF US
OBJECTIIVES IN TAKING SUCH MEASURES ’

\Any US rinancial ascistance must be so arranged as not to
defeat the US objective of promoting ccoperaticn between the Duteh
and Indcnesians. lOnly a ccﬁprehénsive Netherlaﬁds—Republican
agreement on the main politigal end econnmic issues can insure
the effective utilization orf ﬁs aid for the rehabilitaticn of the
oguntry. Aid extended priocr to such an agreement to either of the
barties may have prlitical crnsequence contrary to US cbjectives,
Post-agreement aid must be based on arrangements acceptabie to

b2th parties,

-11 - Enclosure
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In accordance with custemary Export-Import Bani pfocedure,
aﬁy loans should be édvanced only on the basis of specific
nrojects.

Care must be taken to insure that loans tc thelNetherlands
for use in the hrmelend are not diverted to promete Netherlands

military efforts in Indernesia.

-

|

IX. EFFECTS UPON INDONESIA AND UPON US FOREIGN PULICY OF US
.REFUSAL TO GRANT ATD CR OF FAILURE OF PROGRAIR UNDERTAKEN

US refusal t¢ grant eccnomic gid for Indonesia befcre
cémprehensive Duatch~Indcnesian agreement has been resched may
hasten the achievement cf such an accord. Refusal t0 ald éfter-
Dutech and Indoﬁesién cocperaticn in an interim federal government
has been demcnstrated might endangér.its success. Such a refusal
weuld delay the rehabilitaticn of tge Indies and the resumpticn
of traGe, Retardaticrn of recovefy and consequent continuing
low svandards of living 'would contribute to discontent and lecal
unrest. It may also diminish the opportunities of the US to
obtain strategic materials. |

Failure of a US program for pcolitically stimulating Dutch-
Indoneéian voluntafy Eooperation and assoclaticn and aiding in

- the rehabilitation of Indonesia would mean a sharpening of the
Dutch-Indoneslan confiict, mossibly resulting in a lccal war apd
increased Indonesian antaponism -toward the Wes%ern’powers. From
a long-range peint of view, an Indonerian population hoetile to
the Weetern powers would make Indonesia Earticularly vulnerable
in'the event of war. A4 friendly and progperous Indmesiag might

have great value ae an arsenal in the Pacific.
! f

X. PROSSIBLE EWERCGENCY SITUATIUN WHICH SHUULD, BE ANTICIPATED AND

RECUMI{ENDED CCURSE OF ACTION

' The cutbreak of seFious Dutch~-Indcnesian hestilities might
create a critical situation affecting the whole reletionship of

. Western democracies with tne veorles of Southeast Asia., Should ail
other efforts to find a solution fall, the US might find it

advisable to take the initiative in bringing the situation to the
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"attention of the United Netions and thus férestall its presentation
for propaganda purposes by tpe Soviet Union or one of its |

- .satellites,

,
S
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APPENDIX

SECOND_PHASE SWNGC STUDY OF INDGKESIA
SUMMARY

Indonesia is at prerent suffering from the effects of four
years of Japaﬁese occupation, followed by nearly two years of
political upheaval. AQ estimate of lose and damage resulting
from the war is $855 000,000. The pre-war trade of, %he islands
is nearly at a standstill; transport fa0111t1es, conmunicatlons,

' ' agrlcultura1 and industrial enter*risea are Dadlj in need of

rehabilitation. = °

o .
Preventing thus far uny 7arge~ccale economic. recovery in

the Indies, the political diffes rences between the Républic of
Indonesia, which has emerged since the var as the nat iona1lst

P government controlling Jeva, Sumatra and Hadoera, and the
Netherlands Indies Government are not yet fully resclved. While
the attempt on both sides has been to work out a settlement Dby
-Deaceful means, negotiaticns have frequentl& bfoken dowm during
the past 18 months, and the country has,more ihanﬁbﬁce’seemed

~on the ﬁerge of widespread hostilities., In March i947, the’
ﬁetherlands and the Republic signed the Linggad jati Aéreqment,
which previded for cooperaticn of the two parties in the ultimate
creation of a sovereign and democratic United States of Indonesia
composed of at least three federsied states, the Republic,
East Indonésia, and West Bornec. Little progress has thus far
been made 15 implcmenting this agreement, although indications
are at present thgt agreement has been reached in principle, on
the fornation of an Inte¢rim Federal Government over which the
Netherlands Will exercise determininé control until creation.of
the projecteq s0vereign United statéé of Indonesia and a

Netherlands-Indonesian Union by January 1, 1949.

- 14 - Appendix

nIT

: CIA-RDP78-01617A003000040001-3

' Declassified and Approved For Release 2013/07/31 :



i

Declassified and Approved For Rélease 2013/07/31 : CIA-RDP78-01 617A003000040001-§

- . ¢ !

LR +

/
. Great Britain's interest in Indonesia centers in restoration

of its tradc, safeguarding its investments and securing Indonesian -
good wlll. China has maintained a neutral attitude'toward the

) political‘conflict. The Soviet Union has used developments in
Indenesia for §ress and radio compaigns, stressing Dutch and
Anglo-American imperiélism. The USSH does not appear to conduct
comaunistic activities in Indonesia directl&. Australia and
India are interested in developing trade and cultural relafions

with Indonesia, India has given the Indonesian Republic much

, .
moral support, as have certain countries of the Arab League,

Ald extended by the U.S. was based on the recognition of
the Netherlands' sovereignty over all Indonesia and the U.S.

+ desire to speed the recongtruction of the Indies. The U.S. has
not been willing, however, to aid the Netherlands by supplying
military equipment for'dse in the Indies, énd_has pérsistently
urged a peaceful settlement, Aid in the form or goeods ana credit
extended by the U.5. tc the Netherlands for the Indies since‘

— VJ-Day has amountéé t6 aprreximately $80,000,000. Aid extended
by other countries has amount?d to approximately $43,000,000,
In June 1947, this éo?ernment offered to discuss financial aig

v Tor rehabilitaticn purpcees in the Indies, if such discussions
were sought .by a federal govefnment reprecenting both Indonesiens
and Dutch. This offer was based on a $100,000,000 fund in the

Export-Import Bank which was earmarked for the Indies in 1945,

A prime general objective of the U.S. ig¢ a non-toteliterian
Indonesia, riendly %o the West. We believe this can best be
accompllshed by a peaceful and equitable implementation of the
Linggad Jati Agreement leading tc a voluntary asscciation between
the Netherlands and Indonesla and by facilitating the economic

- recon8iruction of the Indies.

The most effective means of achieving the objective of the
US in Indonesia appears to be through rinancial aseistange designea

to promete Dutch-Indonesian cocperation, It is estimated that
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credits of the general magnitud_-e of 150 to 200 million dollars

would be required, mainly to effect the speedy construction of ,
transooruation, utllltles and processing industries essential

for the revival of trade, which in turn will contribute %c

" political stability.

The Export- Imoort Bank has earmarked 100 million dollars
for use in the rehabilitation of the Indies.! This credit must
be renegotiated g?ter political stability has been achieved.
'It 1s not anticipated'that this Government will grant any credits
.additional to this within the next three years, The World Bank
mlght con81de“ the extension of a loan tc Indonesia dur ring 1948

or 1949 if political conditions warrant.

Any‘U,S. financial essistance must be so arranged &s to
promote the U.S. objective of gecuring oo?pe?atiqn between the
Dutoh apd Indeonesians. 'Only a comprehensive Netherlands -
Republican agreement on the main political and economic issues
can insure the effective utilization of U.S. aid rfor %he
rehabilitation of the country. Refusal %o aid after Dutch and
IndrneQ1an COODGP&ulOﬂ 1n an interim feQeraT novernment hes
been demnnqtrated weuld delay the economic LeD&blllbauiOH of the
country to the pcint where 1t might become prey to a totalitarian

form of governmenthostile to the Western Demccracies, .
¢
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